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AbSTrACT
Prior research in management accounting examined various relationships 
between organisational change and management accounting system (MAS). 
The purpose of this paper is to provide a theoretical framework by using 
contingency theory and institutional perspective abouthow organisational 
and MAS changes take place. This paper contributes to theoretical 
argumentation on the interrelationship between management accounting 
and organisational change and how such changes might help in achieving 
overall success of the organisation. 
Keywords: Contingency theory, old institutional economic theory, 
management accounting system and organisation.
INTRODUCTION
Researchers increasingly focus on competitive environments and advanced 
technologies to understand management accounting and organisational 
change, especially in the manufacturing environment (e.g., Baines & 
Langfield-Smith, 2003; Chenhall & Morris, 1986; Chong & Chong, 1997; 
Libby & Waterhouse, 1996; Luther & Longden, 2001; Mia & Clarke, 1999; 
Pratt, 2004; Waweru et al., 2004). Business environments exhibit a variety of 
structures and processes, including flat and horizontal organisational forms, 
multidimensional matrix structures, networks of “virtual organisations,” 
and self-directed work teams. Business organisations are confronted with 
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several options as to which management method, technique, and system 
would be most effective in responding to challenges in change management 
(Waldron, 2005). 
Every organisation is located within a particular configuration of 
contingencies. It is dependent on the market and technological environment, 
such as scale and diversity of operations, technology applied to its work, 
and type of personnel it employs. An appropriate design for achieving 
congruence is one which best suits it’s contextual and operational 
contingencies. According to Moores and Yuen (2001, p.352), “to be 
internally consistent, organisations must have tightly independent and 
mutually supportive parts in terms of strategies, structures and process.” 
One challenge in organisational management is reinforcing management 
accounting system (MAS), strategies, and structures to achieve competitive 
advantage and enhance performance. Thus, research is necessary to help 
management make appropriate decisions and achieve this congruence.
Globalisation has increased uncertainty, intensified industry competition, 
and advanced technology, thereby changing the environment in which 
organisations in developing countries operate. According to Kassim, Md-
Mansur, and Idris (2003), globalisation brings in new technology and 
exposes developing countries to great competition; these changes may 
affect an organisation’s choice of management accounting practice (MAP) 
and may also result in the firm’s reconsideration of existing organisational 
design and strategies to fit into the changing environment. This argument is 
supported by Burns and Scapens (2000) and Shields (1997), who suggested 
that environmental changes cause organisational changes that, in turn, 
cause MAP changes. As the firm strives to achieve an improved fit with its 
environment and become increasingly successful, sustaining and improving 
current performance become critical.
MANAGEMENT ACCOUNTING CHANGE
The basic purpose of accounting information is to help users make 
decisions. Management accounting is the branch of accounting that 
produces information for managers and forms an important integral part 
of the strategic process within an organisation. It involves the process of 
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identifying, measuring, accumulating, analysing, preparing, interpreting, 
and communicating information that helps managers fulfil organisational 
objectives (Horngren, Sundem, Stratton, Burgstahler, & Schatzberg, 2007). 
The Chartered Institute of Management Accountants in the United Kingdom 
views management accounting as an integral part of management which 
requires the identification, generation, presentation, interpretation, and use 
of information relevant to the following:
1. Formulating business strategy;
2. Planning and controlling activities;
3. Decision-making;
4. Efficient resource usage; and
5. Performance improvement and value enhancement
Johnson and Kaplan (1987) argued for “relevance lost” in management 
accounting. They pointed to the issue of inappropriateness of conventional 
management accounting techniques, which exhibit low capacity to provide 
useful and timely information necessary in improving decision and control 
in contemporary environment characterized by rapid technological change 
and vigorous competition. Management accounting techniques thus rapidly 
develop to enhance decision making and management control.
The International Federation of Accountants (1998) provided a framework 
that explains the development of management accounting to promote an 
improved understanding of changes in MAP. This framework explains the 
evolution in management accounting through four recognizable stages. As 
explained by Omar et al. (2004, p. 27), the primary focus of each stage is 
as follows:
Stage 1 (prior to 1950)
During this period, most companies focused on cost determination, which 
was related to stock valuation and allocation of overheads. Management 
accounting techniques developed for cost estimation included Last In, First 
Out and First In, First Out. Cost estimation was justifiably emphasized 
because managers were able to control their financial position by estimating 
the cost.
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Stage 2 (1965–1985)
By 1965, companies had moved into generating information for management 
planning and control. This was important because only valuable information 
could induce managers to make correct decisions. Management accounting 
techniques, such as marginal costing and responsibility accounting, were 
introduced during this stage to help managers choose the correct course of 
action or create strategic business units.
Stage 3 (1985–1995)
Increased global competition, accompanied by rapid technological 
development, in the early 1980s affected many aspects of the industrial 
sector. During this stage, management focus remained on cost reduction, 
but additional process analysis was made possible by cost management 
technologies to reduce waste during product processing, reduce expenses, 
and increase expected profit. Techniques commonly practiced by companies 
at this stage included Just in Time (JIT) and Activity-Based Costing (ABC).
Stage 4 (1995 onward)
In the 1990s, industries worldwide continued to face considerable uncertainty 
and unprecedented advances in manufacturing technologies, which further 
increased and emphasised the challenge of global competition (Abdel-Kader 
& Luther, 2008). In this stage, companies focused on enhancing value 
creation through effective use of resources. Managers identified driver 
factors that could potentially increase shareholder value. Thus, non-value 
added activities were deliberately eliminated. Among the popular techniques 
introduced during this stage were Total Quality Management (TQM), 
Activity-Based Management (ABM), and Benchmarking and Reengineering.
Although the evolution of management accounting can be distinguished into 
four stages, the techniques used in previous phases continued to be used 
in subsequent stages. Traditional and advanced MAPs tend to complement 
each other (Chenhall & Langfield-Smith, 1998b). 
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MANAGEMENT ACCOUNTING AND ORGANISATIONAL 
CHANGE
Management accounting change is not a uniform phenomenon. Causal 
factors of change vary, as confirmed by management accounting researchers. 
External (environmental) and internal factors (relating to the organisation 
concerned) influenced the recent development of new management 
accounting systems and techniques. According to Shields (1997), the 
potential change drivers are competition, technologies, organisational 
design and strategies. These drivers of change also indicate the differing 
roles which causal factors can have in the process of change. 
Change in environment also implies uncertainty and risk, which create a 
demand for further management accounting change in the form of “non-
financial” measures (Vaivio, 1999). Researchers gave limited attention to 
management accounting change process. Burns and Scapens (2000, p. 4) 
observed that “little research attention has been given to understanding the 
processes through which new management accounting systems and practices 
have emerged (or failed to merge) through time.”
Change can be addressed in various dimensions. According to the American 
Heritage Dictionary, 4th Edition, change includes the following aspects: 
becoming different or undergoing alteration; transformation or transition; 
movement from one phase to another; exchanging; modifying; substituting; 
giving and receiving; replacing with another; and abandoning. This 
definition illustrates different types of change and shows that, in general, 
change is not a uniform phenomenon. Wickramasinghe and Alawattage 
(2007) suggested that change in management accounting is a learning 
methodology for understanding how environmental factors shape internal 
processes within the organisation. According to them, the process of change 
is reflected on how management accounting techniques emerged, evolved, 
and were transformed when new demands from the changing environment 
are in place.
From the perspective of management accounting, different types of change 
can be studied. For example, Sisaye (2003) investigated change with regard 
to the integration of ABC into strategy to manage the organisation’s operating 
activities. ABC can help improve organisational performance if implemented 
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as part of the overall organisational change strategy. Perera, McKinnon and 
Harrison (2003) examined change in terms of introduction, abandonment, 
and reintroduction of transfer pricing in government trading enterprise as 
it moved from protected monopolistic status to commercialisation.
Many researchers showed interest in understanding management accounting 
change (Baines & Langfield-Smith, 2003; Chenhall & Langfield-Smith, 
1998b; Innes & Mitchell, 1990; Libby & Waterhouse, 1996). For example, 
Chenhall and Langfield-Smith (1998b) explored the benefit of management 
accounting change. However, little is known about the forces that induce 
this change (Laitinen, 2006). The reasons behind management accounting 
to change are referred to as “motivational factors” (Laitinen, 2006). Many 
researchers suggested a substantial list of motivational factors (Baines & 
Langfield-Smith, 2003; Laitinen, 2001; Libby & Waterhouse, 1996). Innes 
and Mitchell (1990) found a different set of circumstances linked with 
management accounting change, which they termed as follows:
1. Motivators (e.g., competitive market, organisational structure and 
product technology)
2. Catalyst (e.g., poor financial performance, loss of market share, and 
organisational change)
3. Facilitators (e.g., accounting staff resources, degree of autonomy, and 
accounting requirements)
The interaction between these variables promotes change not only in 
management accounting but also in other related disciplines1 (Innes & 
Mitchell, 1990; Laitinen, 2006). Laitinen (2001) classified these factors 
into six groups, namely, information needs, changes in technology and 
environment, willingness to change, resources for change, objectives for 
change, and external requirements. In a later work, Laitinen (2006) used four 
factor categories to explain management accounting change: organisational 
factors, financial factors, motivational factors, and management tools.
This paper discusses motivational, organisational, and financial factors. 
Changes in environment and technology are used as motivational factors 
1 For example in organisational study related to structure and strategy. 
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to explain changes in management accounting and in organisational 
factors (i.e., structure and strategy). Organisational structure and strategy 
(organisational factors) are considered as contextual factors that may be 
connected to change in management accounting (Moores & Yuen, 2001). 
Financial factors are used as outcomes of management accounting and 
organisational change. Grandlund (2001) suggested that low financial 
performance may place economic pressure on the firm to change its MAS 
to increase performance. Baines and Langfield-Smith (2003) suggested 
that management accounting change accompanied by great reliance 
on accounting information may result in improved performance. Thus, 
financial performance may be an antecedent or an outcome of management 
accounting change.
Given the advances in information technology, highly competitive 
environments, new management strategies, and enhanced focus on quality 
and customer services, many firms experienced significant changes in their 
respective business environments. Many relevant management accounting 
studies highlighted the significant changes in these operating environments 
(e.g., Burns & Vaivio, 2001; Choe, 2004; Gomes, Yasin, & Lisboa, 2007; 
Haldma & Laats, 2002; Hopwood, 1990; Hussain & Hoque, 2002; Innes 
& Mitchell, 1995; Kaplan & Norton, 1996; Libby & Waterhouse, 1996; 
Scapens, 1999; Vamosi, 2003) that influenced the choice of effective 
management accounting systems and techniques (Waldron, 2005) and 
engendered the organisation to reconsider its design and strategy (Baines 
& Langfield-Smith, 2003) in maintaining and/or improving performance 
(Chenhall & Langfield-Smith, 1998a; Choe, 2004). 
Organisational change is a central issue in organisational theory, 
management, and accounting. Hopwood (1987, p. 207)claimed that “very 
little is known of the processes of accounting change,” thus provoking the 
controversy over the theory of why and how change occurs. As argued 
by Quattrone and Hopper (2001, p. 404), “what the concept of change 
means, whether it can be conceptualized independently from its process 
and how these factors relate to the practice of accounting, is taken for 
granted and is poorly understood.” Researchers used various theoretical 
frameworks that explain these accounting changes. Gordon and Miller 
(1976) used contingency theory and Burns and Scapens (2000) used old 
institutional economic theory (OIE). Contingency theory explain show 
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changes in an organisation’s environment cause changes in organisational 
factors, accounting practice, and decision-making process, and OIE theory 
suggests how accounting and organisation can change through the process 
of institutionalization.
Management accounting research used a variety of theoretical frameworks 
to explain the changes. This paper focuses on both contingency and 
institutional theories to explain the need for a good fit between the MAS, 
external environment, and organisational aspects to improve performance. 
Many studies on management accounting and organisational change used 
contingency theory (for example, Baines & Langfield-Smith, 2003; Haldma 
& Laats, 2002; Hyvönen, 2007). The following sub-sections summarize the 
process of management accounting change from each perspective.
CONTINGENCY THEORY
Contingency theory is paramount to explaining how accounting systems 
might be affected by the fit between environmental and organisational 
factors. Central to the contingency approach in examining these relationships 
is the notion of fitness. Contingency is defined by the Oxford dictionary as:
“The relationship between behaviour and the consequences that 
is dependent on that behaviour.”
Contingency theory posits that an appropriate match between organisational 
characteristics and contingencies will improve organisational effectiveness 
(Morton & Hu, 2008). Donaldson (2001, p. 7) defined “contingency” as 
“any variable that moderates the effect of organisational characteristics on 
organisational performance.”
In the contingency theory of organisations, no universally acceptable 
model of the organisation exists to explain the diversity of organisational 
system design. Gordon and Miller (1976) suggested the usefulness of 
contingency theory in developing effective MAS. They proposed that the 
design of accounting information systems should be dependent on firm-
specific contingencies where environmental, organisational, and decision 
style variables can contribute to understanding such systems (see Figure 1).
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Figure 1: Gordon and Miller’s Framework
Gordon and Miller (1976) also suggested operational measures for each 
component of the model. Environmental measures include dynamism, 
heterog neity and degree of differentia ion, bureaucratisation, available 
resources, and integration through committees, rules, or policies.
A contingency perspective suggests that effective MAS should align with 
both internal and external factors. Depending on the match between MAS 
characteristics and these various factors that affect the organisation, different 
levels of effectiveness might be apparent. Waterhouse and Tiessen (1978) 
expanded the organisational context to include both environmental and 
technological factors, whereas Simons (1987) incorporated business strategy 
into these measures. 
The identification of contextual variables in this study is traced from the 
original structural contingency frameworks developed within organisational 
theory. Early accounting researchers focused on the influence of environment 
and technology on organisational structure (Otley, 1980; Waterhouse & 
Tiessen, 1978). According to Chenhall (2007), a new research stream is 
related to the role of strategy, which has been incorporated in the traditional 
organisational model that suggests important links with environment, 
technology, organisational structure, and Management Control System 
(MCS). 
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A number of innovative management accounting techniques were developed 
in the last few decades. This innovation is necessary to support modern 
technologies and new management process. Abdel-Kader and Luther (2008, 
p. 3) noted that “the new techniques have affected the whole process of 
management accounting (planning, controlling, decision making, and 
communication) and have shifted its focus from a ‘simple’ role of cost 
determination and financial control, to a ‘sophisticated’ role of creating value 
through the deployment of resources.” These ‘new’ accounting techniques 
are said to be important in the search for a competitive advantage to meet 
the challenge of global competition. Thus, firms must design a MAS that 
is congruent with the new requirements to adapt to these technological 
development and competitive environment (Gerdin, 2005). However, few 
organisations adopted these new techniques. As cited by Abdel-Kader 
and Luther (2008), Tillema (2005) explained that the appropriateness of 
using advanced techniques is dependent on the circumstances in which 
these techniques are being used, hence the need for a contingency theory 
perspective.
Many researchers suggested that an appropriate accounting system depends 
upon organisational contextual variables (Gordon & Miller, 1976; Otley, 
1980; Waterhouse & Tiessen, 1978). For example, Otley (1980) proposed 
the need to identify specific aspects of an accounting system associated 
with certain defined circumstances and demonstrated an appropriate 
matching. The contingency approach to management accounting is based 
on the premise that no universally appropriate MAS applies equally to all 
organisations in all circumstances (Waterhouse & Tiessen, 1978). Thus, the 
complex relationship among MAS, its contextual variables, and its effect 
on organisational performance attracted considerable research attention 
(Baines & Langfield-Smith, 2003; Jermias & Gani, 2002; Laitinen, 2006). 
Figure 2 shows a simplified contingency model by Weill and Olson (1989), 
which can be used to explain this contingent relationship.
Drawing upon a structural contingency theory of management accounting, 
this study examines how technology and environmental factors determine 
the degree of changes in MAS and organisational factors (strategy and 
structure). Furthermore, using institutional perspectives, this research 
determines whether firm performance is contingent on the alignment 
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of management accounting change with the organisational factor in 
technological development and competitive environment, and in what 
directions the change should take place.
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in Organisational Research
INSTITUTIONAL PERSPECTIvES
Institutional theory is an adaptive change process framework. It examines 
the influence of external environment factors and market conditions on 
organisational change and development (Barnett & Caroll, 1995). Burns and 
Scapens (2000) conceptualized management accounting change as change 
in organisational rules and routines by using institutional theory. Under OIE 
theory, management accounting is conceived as a routine and a potentially 
institutionalized, organisational practice. By being institutionalized, MAPs 
can both shape and be shaped by institutions which govern organisational 
activity. Within OIE theory, institution is defined as:
“a way of thought or action of some prevalence and permanence, 
which is embedded in the habits of a group or the customs of a 
people” (Burns & Scapens, 2000, p.5).
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In OIE, three dichotomies offer insights into the process of management 
accounting change: (1) formal versus informal change; (2) revolutionary 
versus evolutionary change; and (3) regressive versus progressive change 
(Burns & Scapens, 2000). The formal versus informal change dichotomy 
is discussed in this paper because it is the most appropriate of the three in 
explaining the reciprocal relationship between management accounting and 
organisational change. Formal and informal management accounting change 
is used to imply that change is not specifically directed (formal change) but 
may evolve out of the intended actions of the individuals who are enacting 
and reproducing organisational routines (informal change). 
Organisational routines are referred to as organisational structure and 
strategy. The other two dichotomies, i.e., revolutionary versus evolutionary 
change and regressive versus progressive change, involve a disruption 
to existing routines and institutions. They focus on a value system in 
management accounting change process, which is not a focus in this paper.
Formal change occurs through introducing new management accounting 
systems and techniques, which engender the organisation to change. 
By contrast, informal change occurs when change in an organisation’s 
operational condition (i.e., organisational activity, such as ownership 
structure or production technology) creates the need for change in MAP. 
Hassan (2005) provided evidence on formal change by showing how 
management accounting is acted upon to disrupt hospital’s micro institutions 
and routines, challenge physicians’ professional and bureaucratic power, 
and therefore bring change to a public hospital. Smith, Morris, and Ezzamel 
(2005) showed the occurrence of informal change where organisational 
change, as affected by the use of outsourcing, causes specific changes 
to exist in the organisations’ MAS. Both findings provide evidence of a 
reciprocal relationship between management accounting and organisational 
change, where change in MAP can influence the organisation to change 
(formal change) and where change in organisational activity can influence 
MAP to change (informal change). This theory is consistent with the 
characteristics of management accounting change history, which is driven 
either by the evolution of organisations and their strategic imperatives or 
the management accounting innovation developed by managers to address 
their own decision-making needs.
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Management of change suggests how management accounting change 
is intertwined with a changing organisational design and strategy, the 
most consistently used organisational characteristic and variable in past 
research (e.g., Chenhall, 2003; Lapsley & Pallot, 2000). According to 
Sisaye (2003), the institutional approach to organisational change, which 
suggests that organisational structures affect an organisation’s learning 
strategy and ability to adapt to changes in the external environment, provide 
the context for at least two types of organisational change strategies, 
namely, gradual/incremental and revolutionary/radical. In this case, the 
institutional framework maintains that organisations, regardless of their 
structural arrangements, can successfully change if they implement 
adaptive strategies of either incremental or radical change to bring about 
process innovation changes. Ma and Tayles (2009) studied the emergence 
of strategic management accounting and used institutional framework to 
interpret external and internal influences on the change in management 
accounting techniques in their studied organisation.
CONCLUSION
The pressure of management accounting and organisational change may 
come from the environment of the firm. The most evident environmental 
factor is market competition (Hoque, Mia & Alam, 2001; Libby & 
Waterhouse, 1996; Mia & Clarke, 1999). The literature showed that 
organisations operating in a competitive business environment tend to 
change their MAPs, organisational structures, and strategy to succeed 
(e.g., Baines & Langfield-Smith, 2003; Chenhall & Morris, 1986; Chong 
& Chong, 1997; Libby & Waterhouse, 1996; Luther & Longden, 2001; 
Mia & Clarke, 1999; Pratt, 2004; Waweru, Hoque and Uliana., 2004). For 
example, Luther and Longden (2001) found evidence that an organisation’s 
ability to sell abroad and to compete against imports changes managerial 
and business practices, thereby forcing change in management accounting.
Technology also becomes an important aspect of management accounting 
and organisational research that draws on the manufacturing sector. Issues 
on the role of MAS within advanced manufacturing settings, such as JIT, 
TQM, and Flexible Manufacturing, were previously explored. According to 
Emmanuel, Otley, and Merchant (1990), technological contingency factors 
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include the nature of the production process, its degree of routine, how well 
means–end relationships are understood, and the amount of task variety.
New technology evidently leads to change in cost structure (Haldma 
& Laats, 2002). As manufacturing technology advances, MAS also 
becomes increasingly complex and sophisticated to precisely cope with 
the manufacturing process. Tight global competition associated with 
advanced manufacturing technologies prompted the need for improved 
cost management, which can be achieved by adopting appropriate MAS. 
However, adopting appropriate MAS alone is insufficient for a firm to 
remain competitive; manufacturing technologies should also be consistent 
with business strategy and organisational structure. Thus, an appropriate 
fit between technologies, MAS, strategy, and structure helps build a 
competitive advantage, thereby enhancing organisational performance 
(Hyvönen, 2007).
An organisation is often interpreted as a configuration of different 
characteristics. Numerous dimensions of external context (such as 
environments, industries, and technologies) and internal organisational 
characteristics (such as strategies, structures, cultures, processes, practices, 
and outcomes) cluster into configurations. According to Moores and Yuen 
(2001), organisational configurations are sets of organisations that share a 
common profile in terms of key characteristics, such as strategy, structure, 
and decision-making process. In most configurationally research, the focus 
is on the link between organisational configuration and performance (Cadez 
& Guilding, 2008).
Theorists of revolutionary change advocated that all organisational elements, 
such as strategy, structures, people, systems, and culture, should be 
simultaneously changed to achieve maximum organisational alignment and 
effectiveness (Huy, 2001). This perspective suggests that an organisation’s 
structural arrangement can successfully change with the implementation of 
either incremental or radical adaptive strategic change (Sisaye, 2003). This 
paper shows that contingency-based studies have examined MAS as both 
dependent and independent variables. Good fit among the variables indicates 
enhanced performance, whereas poor fit implies diminished performance 
(Chenhall, 2007).The institutional approach to organisational change 
suggeststhat organisational structures affect an organisation’s learning 
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strategy and ability to adapt to changes in the external environment. These 
theories explained the possibility of reverse causation relationship between 
organisational and management accounting change (known as formal and 
informal changes).
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